
Comment T\\o Orr~dng Toll Limi{ation S~rvit:es--Scction54AOI(a)(3) !\oncomplianc.c

Condition .'\~cording \0 an AT&T offici.:l, when sub:;cllbcrs are ¢Tli'ollillg ln thl::
I.ifdme prograHl, st:rvlce reprcsent<-lLivcs do niH bnng up and off~~r toll
lirnitnliun service. The servIce represcnt~tives sIgn subscribers up for toJ]

limitation service only if" the subscribers a~k. In addition, Nevada Bell's
ndver1ising provided for this audit did not menlion 101llimiLation sen'lce.

Criteria Seclion 54.401(a)(3) of 47 C.F.R of the Federal CommunicatIOns
Commission's Rules and Rt'gula1Jons ;:md Related Orders requires lhat
calTicrs offer toll limitation to all qualifying low-income consumers ut the
lime: they subscnbe to Lifeline servi~e. If the consumer elects to receive
toll limitation, thaI ser....ice shall become pari of that consumcr's Lifeline
service. AT&T lllanfJgemenl asserted, by leiter dated March 3, 2007 !.bat it
allows e1igiblc consumers to voluntarily subscribe 10 toll blo<.:king or toll
restriction at no cost.

Cause" Nevmia Bell does nOl have a policy or proi;edures in place instmeting
s.ervice ro:presentatives to infornl Lifeline applicants about the availabl1ilY
uf lOll limitiJtion service and offer this ~crvic(,; [l\ lht: time the applicants
$ubscribe 10 Lifeline.

Effect Qualifying low-im:ome con~ltmers may not know [hat loll !irnitation
sen/icc is available at the time they subscribe to Lifeline. Some consumers
'NtH) do not receive tolllimiLation service nlay have eleeled to do so ,{'they
had be.en inforrned of and offered this service.

Recommendation \Ve. retommend that Nevada Dell develop a policy and procedures
instructing service reprcscntaliv~s to infOlITI Lifeline app!ical1ls about the
availability of roll limitalion sen'icc llnd uffer Ihis service <:It t.he lime
apphcrJl1ls subscribe 10 Lifelint.

Beneficiary Response Nevada Bell service represerllativcs \.\fldeP.iland thaI Lifeline customers
may n:co=:ive loll restriction. Nevada Bdl is reviewing all disclosures and
ml.'thod~ documents to ensure infolmalion about free loll reslriction is
adequately covered. Nevada Bell will review di::iclOSLlfC requirements with
all sen/Lcc n:prest:tll<:lli'Ves and ens.ure thtll service reprcs~nlCltlvcS inform
CUSlt>mcrs inquiring 3bout Lifeline that free 1011 reslric!lf!1l i" available (0

Ihc::m. A chc<.:k-off box n~ques\ing free toll restriction will he add~d (()
LifC"liTl~ r1pplications. Nevada Bel! service rt:p[csent~livcs win mfoml
custom~r~ lhm the customer Jll<:ly check off Ihe ~ox: rcqm:sling free trlll
rcslnction (WI. the app!Jr;Hioll they will n::c~i"\..~ l):' m3)' call Nevt,da Bell
nfter [hey have been enroJll.:d in Lifeline and I'eques[ fn:c Il)ll restriclion.
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Comment Three

Condition

Criteria

Cause

Effect

Form 497 Lifeline Supporr-Scction 54.403(11) Noncompliance

According to AT&T officials, in dctermining the amount of Lifeline
support claimed on the Feder?! CommunicatlOns Commis:;ion (FCC) Form
497 each lTlonlh. a count of the number of subscribers in Nevacb BeJJ's
Lifeline Program on a panicular day at the end uf the momh was obtained
from the billing system for reponing on the Form 497. The number of
subscribtrs was multiplied by the different LifeJinl:: Tier ral('$ 1o dt1~mline

the amount of Lifeline support claimed. No a.djustment WilS made on Line
9 of Form 497 for new subscnbers who joined !.he Lifeline Progrdm upon
~pproval during the month and subscrihers who left the Lifeline Program
during the month; although these subscribers were given partial (i.e., pro
rata) discounts on their telephone bills for thilt month.

According to Section 54.403(a) (2), (3), and (4) of 47 C.F.R of the FCC
Rules and Regulations, Tier Two, Tier Three, and Tier FOlJr federal
Lifeline support amount will be made available to the eligible
telecommunications carner if that carrier certifies to \.he Universal Service
Administr.,tive Company AdmjnistralOr that it will pass through the full
Clmount of Tier Two, Tier Three, and Tier Four support to ils qualifying
Jaw-income- (;onsumers. AC'cording to the insrTUC'.tions for completing Fonn
497, Line 9 on the fonn is for claiming the partial or pro rata amoum fOI all
partial or pro-rated subscribers. J'ccording to the instructions, this amounl
may be positive or negative depending on whether there arc more new
subscribers being added part way through a mond1 or more subscribers
disconnecting during the rcpol1ed monlh. Page 2 of Form 497 requircs the
signature of an ofiicer or employee of the company certifying that the
compan)' will pass through the full amount of .all Tier Two, Tier Three, and
Tier Four federal Lifeline support for which the company seeks
reimbursement, as well as applicable intraslate Lifeline ~upport, to "ll
qualifying low-income subscribers by .,n equivalent reduction \11 the
subscriber's monthly bill for local telephone service.

In delcmlining the amount of Lifeline support claimed on the Fonn 497
each month, Nevada Bell did not take into i1ccounl the partial (i.e., pro rata)
Lifeline discounts given to subscnbers who entered or left the Lireline
program some time during the month. According to AT&T offiC'lals, the
approach used to determine the amount of Lifeline support claimed OIl the
Fonn 497 "c\)lTlCS 0111 in 'he wash" over time because ~ome Lifeline
subscribers come and go eJch month.

The amount of LIfeline support claimed 011 the Form ·197 for each month
may nOl equal the aClUal Lifeline: discounts passed on 10 sulJs\:ribers for tbiit
same month, depending on ( 1) whether there were more I1(.'.W subscribers
added to lilt: Lifdin~ Progr<llTl pan way through the rl\dnth or mC1re
subscribers who left the Program during tl,c month l.md (1) thc days of the
month lhal $ubscribers w~rc added to and left the pr\.lgnlTll, v.-hich
determines lheir pro raw discounts.



Hccommcndalion \V~ rcconur.end fhaT Nevada Bell lake into account the partial (i.e., pro
rata) Lifelint: discOUlllS given to subserivers whcl (:TI\cred and len the
Lifeline program when detennining the i)mount of Lifeline '>\Jpporl c1Llimcd
on the FCC Form 497 each month.

Rcncficiary Response The Company disagret::s with the auditor's premise that {he Commission's
e:dsling rules and tJle cllrrent FCC Fonn 497 and instnlcliuns f(:quir~ :m
ETC seeking reimbursement for Lifeline discounls to repoil seporalely
lifelinc subscribers that were added to and/or dropped [rom thc Lifeline
program during 3ny given momh, rather 'han simply reporting lhe to[;l]
number of current Llfelill~ subscribers (IS of a particular date at the end of
the month. The Company notes in this regard thal, in 2004, the
Commission proposed to Ilmend Porm 497 LO adopt such a requirement, but
ultimatcly did not do so. Specifically, in September 2004, the Commission
issued a public notice cmnouncing lhat, begInning October 15, 20CJ4, ETCs
seeking rcimbursem~nt for Lifelinc suppOI1 would be required to use lhe
reviscd form, which required ETCs sepamtely to report the number of
subscribers recel\·jng such support for the wholc month and the numher of
suhscrilx:rs receiving sucb support for only a pmt of the month (a.s well as
the lOlal service days for such subscribers). See Wire/ine Competition
Brlreau Announces EJJecfive Dale of Revised Form 497 Used to File Low
Income Claims with US'AC, WC Docket No. 03-109, Public No\iec, DA 04
3016 (reI. Sept. 21, 2004). Following this announcement, representatives
of lhc Company and other ETCs mel with Commission Slaff lO urge the
Commission not to adopt the new form and require ETCs TO break out and
report separately the number of low-lncome subscribers recei"i.ng Lifcline
support for only part of a month because those calTier$ dill not have
systcms in place to scparately track such subscribers nnd calculatc pro
rated support. In response, the Commission delayed, and huer suspended
indefinitely, adoption of the new fOim. See Wirelinc Compelition Bureau
Announces Dehlyed Effective Data for Revised Form 497 Used for Low
Incom~ Universal Service Supporl, \VC Docket No. 03-109, Public Notjc~,

DA 04·) 188 (reI. Oct. 4,2004) (delaying Ihe effective date of Ihe new fonn
untiJ April 15, 2005); Wireline Competilion Bureau AmlOunce.)· Delllyl:d
Effective Date for Revised Form 497 Used for {,ow-Income UniYt~rsal

Service Support Until Further NOlier, we Docket No. 03-109, Public
NOlice, DA 05-604 (Mar. 4, 20(5) (delaying the c.ft;'clivc dale lI11til fllrther
notice). Plainly. if the Commission had intendt-d t() require, rather than
permit, ETCs (0 seck pro-rated support for Lifeline subscribers whu tak~

service for only <:l pan of a month, it would hewt.: <ldoptecl the new fonn 
the fact that it did nOl do so establishes that there currently is no
requirement lhal calTJers sc:parately report and sCt"k pru-r<l\cd SUppl):rt for
such ellSlomen;.

The language of the instrul:lions to the current fonn is nn! 10 lht con\rary.
ln partieul<lr, thc instnlcrions for Line 9, which the ~uditor5 cite' as support
for th-: purpcr!~d leq\.llfernenl lliat ETCs se.p~rJ.tely r~p(lrt par1i~1-monlh

subscribers, slale only In..1t ETC's should use Line 9 "iF' they are claiming
panial or pro·rai<l dollus: "If claiming piJrti:~l (.'1" pro-nit;] dollars, check
hox on line 9." Likewis~, Line 9 UTI the :Klual fonn itself pro"ides:
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I\uditor Rtsponse

"Check box to thl.: right if partials or pro Tarl1 amounts ~m' used:'
(Emphasis added.) The instruclions and form thus simply idennfy wht;re
on the fonn a carrier should repon partial-month subscriber data if th(;
c<lrricr is ~bJc \n (Inti chooses to do $0.

According to USAC, The carrier should only be claiming suppon equal 10

the amount they are p<lssing to iTS subscribers and should only be gi .... ing
SuppOJ1 to Sllbscribers for tbe time (hey are flCtua.lly receiving the discount.
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USAC
·,,1 '" ", . ',':;;', .,. ,;, ,.( "1.11'.11'\

USAC Management Response

Date June 28. 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Nevada Bell Telephone Company (L1-2006-201)

USAC management has reviewed the IPIA Audit of Nevada Bell Telephone
Company (55173). The audit firm TCBA has issued a qualified audit report Our
response to the audit is as follows:

Condition #1 L1-2006-201:
For this audit, Nevada Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
497 for the sample months of October 2004 and April 2005. A rate of $3.56 for
TLS nonrecurring costs was claimed for each of 331 subscribers for whom TLS
was ini,iated in October 2004 (the total claimed was $1,178) and 357 subscribers
for whom TLS was initiated in April 2005 (the total claimed was $1,271).

Management Response:
USAC concurs with the comment, effect and recommendation in the Opinion.

Condition #2 L1-2006-201:
According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer toll limitation service.
The service representatives sign subscribers up for toll limitation service only if
the subscribers ask. In addition, Nevada Bell's advertising provided for this audit
did not mention toll limitation service.

Management Response:
Eligible telecommunications carriers are required to advertise all services
supported under 47 C.F.R § 54.101(a)'. USAC concurs with the comment,
effect and recommendation in the Opinion.

Condition #3 L1-2006-201:
Accorcling to AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month. a count of the number of subscribers in Nevada Bell's Lifeline Program on
a particular day at the end of the month was obtained from the billing system for

, ~, (" I· Ie § 54 201 id)(2)



reporting on the Form 497. The number of subscribers was multiplied by the
different Lifeline Tier rates to determine the amount of Lifeline support claimed.
No adjustment was made on Line 9 of Form 497 for new subscribers who joined
the Lifeline Program upon approval during the month and subscribers who left
the Lifeline Program during the month; although these subscribers were given
partial (i.e .. pro rata) discounts on their telephone bills for that month.

Management Response:
USAC concurs with the comment, effect and recommendation in the
Management Letter. Line 9 (pro-rata support) of FCC Form 497 should be used
by carriers to adjust their support claim if they lose Of gain Lifeline subscribers
throughout the month. A carrier is not entitled to be reimbursed for a full month
of support for a subscriber that began Lifeline service mid-month2

. The
instructions to Line 9 of FCC Form 497 include the word "if' because pro-rating is
not mandatory unless a company has Lifeline customers who started or

. terminated Lifeline support mid-month. A company might have months in which
it neither lost nor gained Lifeline customers. In those instances, the company
would not pro-rate Lifeline support. Accordingly, the instructions to FCC Form
497 include the permissive "if' because companies that have maintained the
same number of Lifeline subscribers throughout a month will not have to pro-rate
their Lifeline support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMB·approved version of the form that contained this formula
was not implemented The FCC has not, however, adopted a policy that allows
companies to assume that added and deleted Lifeline accounts "come out in the
wash" each month; line 9 of FCC Form 497 is designed to capture pro-rated
amoums. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts3

.

This concludes the USAC management response to the audit.

~ .\l'~' ,17 C: LR ~ 5'1.·H);(il). Llli\'crS315cn'ic~ 51JPP0r! 1m providing Lifelin~ 5h.lll b..: pro\id~'lj djr.:(;tl~ to
[11.,; digillle tdeC~)nlmLlnicmionscurrier. bn~t'd on lhe tlL.lJnba or qualifying: kIW·ln\;l)!llC C(ll1i>Uml:r" it
$('1"\::-'':>. under ~H.JllljJ1i~[r::Hivt, rrol'~Jure~dt"lt"llllincJ by till: !\UJlIilllSlril{OL
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USAC
Universal Service AdlT1illiSlr,ltiv~ COll1pJny

Via Certified Mail Return Receipt Requested

February 13, 2009

Cathy Carpino
AT&T Services, Inc.
1120 20th Street, NW
Suite 1000
Washington, DC 20036

High Cost & low Income Division

RE: Recovery for TlS Audit Finding for PacBell Telephone Company

. Dear Ms. Carpino:

As you are aware, the auditors who conducted the audit of PacBell Telephone
Company (SAC 545170) on behalf of the Federal Communications Commission
(FCC) found an instance of non-compliance with the FCC's rules governing the
low IncomEl universal service program. A copy of the final audit report is
attached for your reference.

The auditors found that PacBell did not maintain records to document the
company's incremental cost of providing Toll Limitation Service (TlS) to its
Lifeline customers during the months audited (February 2005 and May 2005).
Specifically, the auditors found that PacBell did not have documentation to
support the weighted average rate of $4.24 claimed for 59,607 subscribers in
February 2005 and the weighted average rate of $4.26 for 55,350 subscribers in
May 2005. The total amount of TlS support claimed for these months was
$488,930.00.

On June 24, 2008, USAC sent a letter to PacBell requesting that the company
submit docllmentation to substantiate the rates claimed for TlS support for
February 2005 and May 2005. In response, the company submitted
documentation of PacBell's recurring TlS unit cost of $0.40, which was part of a
1995 filing with the California Public Service Commission, and non-recurring TlS
unit cost of $6.74, which was approved by the California PSC in 1997. USAC
management has concluded that the documentation submitted by PacBell does
not support the TLS rates claimed by the company for the months audited.
Because the company cannot provide documentation that substantiates the costs
associated with the specific rates claimed during 2005, USAC will recover the
TLS support provided during February 2005 and May 2005.

2000 L Street, N.W. Suile 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.7760080 www.usaC.OfQ



In sum, USAC will recover $488,930.00 in overpayments from PacBell's April
2009 low income support payment, which will be disbursed at the end of May
2009. If this amount exceeds the amount of support due to PacBell, USAC will
continue recovering the overpayment amount against subsequent months'
support disbursements until all recoveries are complete. In the event PacBell
becomes no longer eligible to receive Low Income support, USAC will issue an
invoice for the balance owed.

If you wish to appeal this decision to the FCC, the appeal must be filed within 60 days
of the date of this leiter. Additional information about the appeals process may be
found on USAC's web site at www.universalservice.org/li/aboutlfiling-appeals.

Sincerely,

USAC

Enclosure



THO,\1PSO:", COBB, BAZILIO & ASSOCIATES, PC
Cerri led Public Accountants and .HantJ. t!tncnt, Systems, and FinanduJ Con.wltants

• '.1.1((; i)i1'i.~~:

1101 1~lhSll'ecl ~,W

S\lll~ l\~J

WHhjll~1cn. DC 10005
(~02: '17·1)00
L?021 ~3i·211114 Fa.,;

o RelliOfUI Ol1i~(

I00 Pe~rl StJetl
14lh Floor
Hm(ord, CT C61 OJ
(~60) ?4? 7246
(ll(:O) 21~·"'~O~ f.~'l.

Independent Accountant's Report
Ll·2006-204

I:; !t<l~onBl Oftke.
21150 H;,.wlhorne B()ul"'\'~n1

Suite SOO
T()fl:u\c~. C!I, ~1);Ol

;:HOl '1l2. 7()('I1
(JIOl 792."7004 Fa~

Pacific Bdl
525 Market Street, 19th Floor #21
San Francisco, CA 94105

Universal Service Administrative Company
200~'L Street, N.W.
Suite 200
Washington, D.C. 20036
Attn: Internal Audit

Federal Communications Commission:
445 12th Street SW
Washington, DC 20554
Attn: Inspector General

We have examined management's assertions included in their letter dated March 3, 2007,
(Attachment 1) that Pacific Bell (Study Area Code 545170) complied with the applicable
program requirements of 47 C.P.R Section 54 of the Federal Communications
Commission's Rules and Regulations and Related Orders identified in Attachment 2,
relative to disbursements of $214,080,724.00 for Low Income Program Support services
made from the Universal Service Fund during the fiscal year ended September 30, 2005.
Pacific Bell's management is responsible for compliance with those requirements. Ollr
responsibility is to express an opinion on management's assertions about Pacific Bell's
compliance based on our ex.amination,

Our examination was conducted in accordance wilh aUcstation slandards established by the
American Institute of Certified Public Account.nts and the standards applicable to
attestatic,n engagements contained in Government Allditillg Standards issued by the
Comptreller General of the United States and, accordingly, included examining, on a test
basis, c\tidcncc about Pacific Bell's compliance with those requirements and pelforming
such other procedures as we considered necessary in the cin::umstam;es. We believe that
our examination provides a reasonable basis for our opinion. OUf examination docs not
provide a legal determination on Pacific Bell's complIance with specified requirements.

,.f fmfrlfltUI<J1 Cmp"'"lI/um
......... ·.lr:}(J.·om



In conducting our examination we found a material deviation from program requirements
of 47 C.F.R Section 54 of the Federal Communications Commission's Rules and
Regulations and Related Orders. We could not determine whether the tOlal toll limitation
services amounts claimed on Form 497 for The sample momhs of February 2005 and May
2005 were accurale because Pacific Bell did not have documentation supponing the
incremcntal cost of providing toll limitation services. This is a violation of 47 C.F.R.
§54,417(a) recordkeeping requirements. Detailed infonnation relative to this instance of
material noncompliance is described in Attachment J.

In our opinion, except for thc material deviation from the criteria described in the preceding
paragraph.. management's assertions that Pacific Bell complied with the aforementioned
requirements relative to disbursements of $214,080,724.00 for low income support services
made from the Universal Service Fund for the year ended September 30, 2005, are fairly
staled, in all material respecl'.

[n addition, and in accordance with Government Auditing Standards, we noted an instanee
of immaterial noncompliance that we have reported to Pacific Bell in a separate letter dated
April 5, 2007.

This repcrt is intended solely for the information and use of Pacific Bell, the Federal
Communications Commission of the United States of Amcrica and the Universal Service
Adminis~lltive Company and is not intended to be and should not be used by anyone other
than these:: specified panies.

Washington, DC
April 5, 2007
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Attachment 1

AT&T ..\.,Ucrcio.CI Le11Cr for Study Aro:a Cndc~

!i4!i J7l) (J'~cifjc Utll). HS1.16 ,Suuth .....e~ltm ntll - Teus), 325080 (Indiana lieU). 415213
(Somhwrll('rll Ul'Il - K:.m.as,• .oS11 ~ {Sol,1lhloOcsh:rn Btll - O....h:hornal lind 5551'73 (:"ltV:.tlll Btll)

k"I'''rl ... r M~Il;.l\l("''''"1 01' COIllII!iuI(C! with Apptiuble Rtquirtmtllh of.li c.r.R.. !o;ttl!nn ~J ,)r lhe
F,',I\1r;J1 COIIIIIlUllk:lolion5l'ummlnion'~ Kcll"', R~rtl,1hlliou, .loud Rch.led Ord~n

.'vlQll"~,":IIIC'lI Ill' AI.Ii:)' IS 11::~plJn,~lblo: fer t_JlSQUlI; 11llllhe "u11cI i~ ir, eompli~n;e with ili"?'icJbk
lcqui:',:lllcnu of 1111- FI'dl':;J1 t \)ml'lllllllnllOm Cornm:smm (FCC) IIIJt~:1I ,17 C.r.R. H ;).1.101, H 101
.~4 21>ti, JIIlI ~'1.100 -- 5<1.·1 Ii iI.!o wc:l13s relilted fCC Ordtr1>.

M~llal:~ClnO:-j)1 h;'l~ p.;rinrmcd:1H L'y~hllliun oflhe Cl:Tier'5 cUIl"''t''l:ianc.c ""\lh thl: ilppli":~bll: lel.l1lllCll11:11ts or

H:C rJles.1 ~7 C.f It H ~4.10i, ~4,ZOI .• ~4.209, ~m! ~4400-· 54,..aI1, .ll)(\ ~('1..('.! rCc Orden with

[r.~r(,Ct 1('1 pr('l\'idUl~ l!ls~naJLI~ Iii dJ~lb\(' Ill""' Inr(}rn~ '::lln~um~n and £cC:KLnk\ n:lInbl~~(,lHtI11 frOllll1\('
LimYtTia: S..:rvli:'c I'llllli [L"SF) dUrin£; lht yr3r ~ndrd Srpltn:htr 30. lOOS,

.,T &: T nl;lkt' Ill.' lull<l\\'11I1: .. ,.rrlhll'li wilh n~'p('cl 10 Low Incuffill Pr0i:r:Alll rclllLlJurulllll.'llb" rI'L'l'ivc.d
from IhI.' li,t;f" for ~ILldr A..-u Codes liHtd "hoy, for yur tndcd Sc:ph;,mbtr )0, 2005:

l. I~;"'H t'hll,bl..: Id~CMIl11l;U1L~\IUUS r..:arna (ETC) lhal proVIdes lhc ser\'ICt$ tbtl ~n eligible CaTllel

muJi,( orre~ 1(J It.CC1\'(' ft.dfr~llIIliyer.~~l ~~ryi\:1: .~uPPOl't (Sl:t the ~1\3.chod dOCutllcll\s(ordc:rs
'niH" If\Il ETC 't;l(U~ fur L'O\r..:h uf thc sis 5U:C'~.)

B. Ad"'~IlI\i.Ull:: S"f'pnncal :-;CI~JC,'.~. /I.')',I(:T .1~~t'r1~ lltoll II plll'hcIZ<:1 thc iI\'~d~bilil)' vi supporlul nl'\'i~('" In
~ nl.allflcr n,,~sol,ablytJC3lgllL't! (0 fe'leh 1!l1J5l' llkr!r 10 qu~llfy fOI LI rdinl: ~rld TolIl.lrr-..ilatlOn SUppOI1

H:rvi~~:'i,

proYld~s tJ,'CO'lI1l~ lu I.ll,l:i! Ilfyillt ,"b~clihtI5 for I.lkhnc. H'rvlce~

Tier 1: AY<1IJDblt 10 ~II L'l'l,:lblc L\('!in(' :iub~cnbcr'S equ~llo :ht Incumbe:ll LoclIl
b,cn;m£t C~rr:"l'\ (lI.I·.c·~llC\J.,1 r('Jenlt~nrred u.:b~c.nbtr hne c.j,~:St.

i" Tl"r 2: ~l.',~ (Xr ll-..:'ltllJllV~lhl,~~:o q<':<1lllitd low.ll'ltomt Cl)osun\e~, lflht ';';LIne'
rrec'Yeu ~n)' Ilull·fellef JI ;lJllll ," ~I~ llc('\)ary 10 IIl'Ipiell1l:!l1 I.he fl:Qll:JcU n (e reduCllllll

;lml P.ls:><:s tl',ruul'h the full 'JIliUUJ\1 ufTwl 2 ~1:ppOrllU \hl.: qua1iIYI1I~ low-income
(cr.sulT'.('r

1:1, .: Itr.l. '\n addlll0lu1311'1OUlll Ort'cd~ral Lllcl1llc SUPPO" cqu:.I1 10 one·half the ~IT'.Ol,1nl

I,r ;IllY S(;lle'I1\;lmbttO L,t'cltu<: ~llpP(1n, or nor. !l;Jlf of ;In)' Lifeline ~oP;Klrt provided

by lbr Serl-'u:c Pro\~dL'I, up 10 J r.l;Jximlim uf$I.7$ ?~t momh.

TIC'T 4 .,\ddl(:on.:ai 1~'llcrn! Llfl'llHC ~~Irl'orl Drill' hl-S~~ po 1J1llnlh It) .. Iiglhle fe,~itlcT\U

cf O'.bll latldS, ~~ dtnll~li m § ~4.400 (el, ~I :OII~ a~ tht: amllW1\ dOl"li nol brinl: the
b]~:l" 10000Jl feud<:['Itl:l.l Hill' bdOIlll 'S I (XI [l~I):\\11 VCl 4\l311fpHt: IUI'o"-u.,~ol\le ,;ubscllbn.

1_"" _
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AUachment 2

Federal Communicntions Commi5!tion'~ 4'7 C.F.R. Part 54 Rules and Related Orders with
which Cornplinncc was Examined

Carrier EUgihilill::

Seclion 54.10\ (a)

Scclion 54.20\ (a)

Section 54.405 (a)

Adverfj~'ing S'lpported Services:

Sectinn 54.201 (d) (2)

Seclion 54.405

Rate Veri17catiolJ:

Seclion 54.101 (9)

Scclion 54.401 (e)

Seclion 5,·.403 (a) (I)

Section 5'..403 (a) (2)

Section 54.403 (a) (3)

Section 54.403 (a) (4)

Section 54.403 (c)

Section 54.407

Seclion 54.411 (a) (1)

Section 54.411 (a) (3)

Secllon 5·~.417 (al

Federal-State Board on Universal Service, CC Dockel No. 96-45, Report and Order, 12 FCC Red
8776, ~~ 385-389 (\997))

ConSllme'r Qualifications:

Seclion 54.410

Submission of FCC Form 497:

Section 54.407
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Attachment 3

Comment Toll LimltalioD Services Cost-...'.:;ection 54.417(a) Noncompliance

Condition For this audit, Pacific Bell did not provlde docllmentation supporting the
inc[em~ntal cost of providillg toll limitation sentices (TLS) as daimed on
Form 497 for the sample months ofFebruary 2005 and :-1ay 2005-rates of
$0.0356592 for recurring costs and $4.07376 for nonrecurring costs, A

weighted average rate of $4.24 was claimed for ~ach of 59,607 subscnhers
for whom TLS was initiated in February 2005 (the total claimed was
$252,892), and a weighted average rate of $4.26 was claimed for each of
55,350 subscribers for whom TLS was initiated in April 2005 (the total
claimed was $236,038).

Crileria Section 54.417(a) of 47 C.F.R of the Federal Communications
Commis.l;lon IS (FCC) Rules and Regulations and Relaled Orders requires
that eligible telecommunications carriers must maintain records to
document compliance with all Commission and state requirements
governing tlle Lifeline/Link Up programs for three full preceding calendar
yenrs and prOVide that documentation to the Commission or USAC
Administrator upon request.

Cause According to Pacific Dell, documentation (e,g., a cost study) supporting the
rates of $0.0356592 and ~4.07376 for recurring and nonrecurring costs of
TLS claimed on Foml 497 for February 2005 and May 2005 was not
available.

Effect We could not detennine wbether the total TLS dollars claimed on Form
497 for the sample months of Fobruary 2005 and May 2005 were accurate.

Recommendation We recommend that Pacinc Bell take steps to ensure that all records,
including documentation supporting lhe incremental cost of providing TLS,
needed to document compliance with all Commission and state
requirements governing the Lifeline/Link Up programs are maintained for
three full preceding calendar years and provided to the Federal
Communications Commission or tbe Universal Service Administrative
Company Admini~tratorupon request.

Beneflclilry Response The TLS rates claimed on the Fonn 497 for February 2005 and May 2005
were based on previously completed cosl studies, the details of which could
not currendy be located. In 2005, Pacific Bell updated its cost studies for
the incremental cost of providing toll limitation services und began using
the updated rates on the Form 497 effective in January 2006. The new
rales or $OAO and $6.74 are high~r than the rates claimed for Februmy
2005 and :-1ay 2005 of $0.0356592 for recun'ing cost, and $4.07376 for
nonrecurring COSIS. Had the updated srudy results been used ror lhe
alorementioned momhs, lht' TLS dollars claimed would have hecn $5l7k
higher,
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USAC

USAC Management Response

Date: July 2, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Pacific Bell Telephone Company (L1-2006-204)

USAC management has reviewed the IPIA Audit of Pacific Bell Telephone
Company (545170). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 L1-2006-204 Opinion:
For this audit, Pacific Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
497 for the sample months of February 2005 and May 2005-rates of
$0.03513592 for recurring costs and $4.07376 for nonrecurr'lng costs. A weighted
average rate of $4.24 was claimed for each of 59,607 subscribers for whom TLS
was initiated in February 2005 (the total claimed was $252,892), and a weighted
average rate of $4.26 was claimed for each of 55,350 subscribers for whom TLS
was initiated in April 2005 (the total claimed was $236,038).

Manag,ement Response:
USAC ·:oncurs with the comment, effect and recommendation in the Opinion.

This concludes the USAC management response to the audit.
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USAC"",
Universal Service Adminisfrdlive Company

Via Certified Mail Return Receipt Requested

June 24, 2008

Steven Ellis
Nevada Bell Telephone Company
2600 Camino Ramon
3S250EE
San Ramon, CA 94583

RE: Low Income Audit Results

Dear Mr. Elli,,:

Pamela Gallant
Director. Low Income PrOQram

High Cost & Low Income Division

As you are aware, the auditors who conducted the recent audit of Nevada Bell
Telephone Company (SAC 555173) on behalf of the Federal Communications
Commission (FCC) found an instance of non-compliance with the FCC's rules
goveming the Low Income universal service program. USAC's management
response to the auditors' report is attached for your reference.

The auditors found that Nevada Bell did not maintain records to document the
company's incremental cost of providing Toll Limitation Service (TLS) to its
Lifeline cust<Jmers during the months audited (October 2004 and April 2005).
Specifically, the auditors found that Nevada Bell did not have documentation to
support the rate of $3.56 claimed for 331 subscribers in October 2004 and for
357 subscribers in April 2005. The total amount of TLS support claimed for these
months was $2,449.00.

USAC requE!sts that Nevada Bell submit documentation, based on its 2004 and
2005 costs, that supports the TLS support claims examined in the audit report.
The documentation need not be in the form of a cost study, but it must clearly
demonstrate the costs incurred by Nevada Bell in 2004 and 2005 for providing
TLS at the rate noted above.

2000 l Street. N.W. Suite 200 Washington, DC 20036 Voice 202.776.0200 Fax 202.776.0080 W'NW.usac.org



Please send this supporting documentation to my attention no later than July 28,
2008. USAC will recover the $2,449.00 in TLS support paid in October 2004 and
April 2005 if the company cannot provide adequate documentation of its costs.

Sincerely,

amela Gallant

Enclosure



Uniw:~rsaJ Service Administr<lti\fe Company
------~._-----------_._~---------~--~~~-

USAC Management Response

Date: June 28, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Nevada Bell Telephone Company (L1-2006-201)

USAC mani3gement has reviewed the IPIA Audit of Nevada Bell Telephone
Company (!i5173)~ The audit firm TCBA has issued a qualified audit report. Our
response to the audit is as follows:

Condition #1 L1-2006-201:
For this audit, Nevada Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
497 for the sample months of October 2004 and April 2005. A rate of $3.56 for
TLS nonrecurring costs was claimed for each of 331 subscribers for whom TLS
was initiated in October 2004 (the total claimed was $1,178) and 357 subscribers
for whom TLS was initiated in April 2005 (the total claimed was $1,271).

Management Response:
USAC concurs with the comment, effect and recommendation in the Opinion.

Condition #:~ L1-2006-201:
According to an AT&T official, when subscribers are enrolling in the Lifeline
program, service representatives do not bring up and offer toll limitation service.
The service representatives sign subscribers up for toll limitation service only if
the subscribers ask. In addition, Nevada Bell's advertising provided for this audit
did not mention toll limitation service.

Management Response:
Eligible telecommunications carriers are required to advertise all services
supported under 47 C.F.R. § 54.101(a)'. USAC concurs with the comment,
effect and recommendation in the Opinion.

Condition #<1 L1-2006-201:
According tCi AT&T officials, in determining the amount of Lifeline support
claimed on the Federal Communications Commission (FCC) Form 497 each
month, a count of the number of subscribers in Nevada Bell's Lifeline Program on
a particular day at the end of the month was obtained from the billing system for

147 C.F.R. § 54.201(d)(2)
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reporting on the Form 497. The number of subscribers was multiplied by the
different Lifeline Tier rates to determine the amount of Lifeline support claimed.
No adjustment was made on Line 9 of Form 497 for new subscribers who joined
the Lifeline Program upon approval during the month and subscribers who left
the Lifeline Program during the month; although these subscribers were given
partial (i.e., pro rata) discounts on their telephone bills for that month.

Management Response:
USAC concurs with the comment, effect and recommendation in the
Management Letter. Line 9 (pro-rata support) of FCC Form 497 should be used
by carriers to adjust their support claim if they lose or gain Lifeline subscribers
throughout the month. A carrier is not entitled to be reimbursed for a full month
of support for a subscriber that began Lifeline service mid-month2

. The
instructions 10 Line 9 of FCC Form 497 include the word "if' because pro-rating is
not mandatory unless a company has Lifeline customers who started or
terminated Lifeline support mid-month. A company might have months in which
it neither losl nor gained Lifeline customers. In those instances, the company
would not pro-rate Lifeline support. Accordingly, the instructions to FCC Form
497 include lhe permissive "if' because companies that have maintained the
same number of Lifeline subscribers throughout a month will not have to pro-rate
their Lifeline support.

The FCC had considered adopting a complicated formula for calculating pro-rata
support, but the OMS-approved version of the form that contained this formula
was not implemented. The FCC has not, however, adopted a policy that allows
companies tl) assume that added and deleted Lifeline accounts "come out in the
wash" each month; line 9 of FCC Form 497 is designed to capture pro-rated
amounts. A carrier has a responsibility to maintain accurate records of the
revenue it forgoes in providing the Lifeline discounts3

.

This concludes the USAC management response to the audit.

2 See 47 C.F.R § 54.407(a). Universal service support for providing Lifeline shall be provided directly to
the eligible telecommunications carrier1 based on the number of qualifying low-income consumers it
serves, under administrative procedures determined by the Administrator.

) See 47 C.F.R § 54.407(c).
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Universal Service Administrative Company

Via Certified Maif Return Receipt Requested

June 24, 2008

Steven Ellis
Pacific Bell Telephone Company
2600 Camino Ramon
3S250EE
San Ramon, CA 94583

RE: Low Income Audit Results

Dear Mr. EIIi:s:

Pamela Gallant
Director. Low Income Pro~ram

High Cost & Low Income Division

As you are aware, the auditors who conducted the recent audit of Pacific Bell
Telephone Company (SAC 545170) on behalf of the Federal Communications
Commission (FCC) found an instance of non-compliance with the FCC's rules
governing the Low Income universal service program. USAC's management
response to the auditors' report is attached for your reference.

The auditors found that Pacific Bell did not maintain records to document the
company's incremental cost of providing Toll Limitation Service (TLS) to its
Lifeline customers during the months audited (February 2005 and May 2005).
Specifically, the auditors found that Pacific Bell did not have documentation to
support the weighted average of $4.24 claimed for 59,607 subscribers in
February 2005 and the weighted average of $4.26 claimed for 55,350
subscribers in May 2005 (rates of $0.0356592 for recurring costs and $4.07376
for non-recurring costs). The total amount of TLS support claimed for these
months was $488,930.00.

USAC requests that Pacific Bell submit documentation, based on its 2005 costs,
that supports the TLS support claims examined in the audit report. The
documentation need not be in the form of a cost study, but it must clearly
demonstrate the costs incurred by Pacific Bell in 2005 for providing TLS at the
rates noted above.
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Please send this supporting documentation to my attention no later than July 28,
2008. USAC will recover the $488,930.00 in TLS support paid in February 2005
and May 2005 if the company cannot provide adequate documentation of its
costs.

Enclosure



Univc(5,]1 Service Administrative Company

USAC Management Response

Date: July :<:, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Pacific Bell Telephone Company (L1-2006-204)

USAC management has reviewed the IPIA Audit of Pacific Bell Telephone
Company (!i45170). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 L1-2006-204 Opinion:
For this aUdit, Pacific Bell did not provide documentation supporting the
incremental cost of providing toll limitation services (TLS) as claimed on Form
497 for the :sample months of February 2005 and May 2005-rates of
$0.0356592 for recurring costs and $4.07376 for nonrecurring costs. A weighted
average rate of $4.24 was claimed for each of 59,607 subscribers for whom TLS
was initiated in February 2005 (the total claimed was $252,892), and a weighted
average rate of $4.26 was claimed for each of 55,350 subscribers for whom TLS
was initiated in April 2005 (the total claimed was $236,038).

Management Response:
USAC concurs with the comment, effect and recommendation in the Opinion.

This concludes the USAC management response to the audit.
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Uni\lef~al Se..... ic(' Admini~trali\le Company

USAC Management Response

Date: July 2, 2007

Subject: IPIA (Improper Payment Improvement Act) Audit of the Low Income
Program of Pacific Bell Telephone Company (L1-2006-204)

USAC mamlgement has reviewed the IPIA Audit of Pacific Bell Telephone
Company (545170). The audit firm TCBA has issued a qualified audit report and
a management letter. Our response to the audit is as follows:

Condition 1 L1-2006-204 Management Letter:
Pacific Bell provided electronic subscriber listings of Low Income Program
subscribers for which support was claimed on Federal Communications
Commission (FCC) Form 497 for our sample months of February 2005 and May
2005. While the Lifeline Tier 1, Tier 2, and Tier 3 subscriber counts on the
electronic listings agree with the counts on the Forms 497 for both months, there
are 183,539 subscriber records (95,224 in February 2005 and 88,315 in May
2005) with blank fields for the subscribers' names, addresses, cities, and
states-the only identifier is the subscribers' telephone numbers. In addition,
while the differences are small, the electronic listings do not agree with the Form
497 and supporting summary documents for the number of Tribal subscribers
(Tier 4) in February 2005, and the number of subscribers for who toll limitation
services (TlS) were initiated in February 2005. The electronic listings show 22
Tier 4 and 513,464 TLS subscribers, while the Form 497 and supporting summary
documents show 21 Tier 4 and 59,607 TLS subscribers in February 2005.

Management Response:
A carrier is required to maintain accurate records of the revenues it forgoes in

'. providing Low Income support.' As the auditors note, however, the
Commission's rules do not specify the specific type of records a carrier must
maintain in order to substantiate its support claims. For this reason, USAC
concurs with the comment, effect and recommendation in the Management
Letter.

This concludes the USAC management response to the audit.

I See 47 C.F.R § 54.407(c)
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